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HIGHLIGHTS

CAPITAL OUTLAY HEARING
June 15, 2011

2011 Post-Session Capacity (See Attachment A)

e Following the failure of Senate Bill 218 and action by the State Board of Finance, senior
severance tax bond issuance for FY11 decreased from $237.8 million to $27.3 million.
The issuance included $26.5 million for the water project fund and $800,000 previously
authorized for use by the Department of Game and Fish.

e No policy exists directing how unauthorized capacity should be addressed in the event a
capital bill is not passed during a session.

e For FY12 bond capacity, two scenarios are possible: the first spreads the additional
capacity evenly across 10 years, providing approximately $206 million in each year. The
second doubles the issuance in FY12 to $360 million, and returns to the level of the
December 2010 estimate in fiscal years thereafter.

e Unused “sponge” capacity at the end of FY11 (June 30, 2011) will revert to the severance
tax permanent fund.

¢ Failure of Senate Bill 218 allowed an additional $57 million in sponge capacity for public
school construction bringing total capacity for allocation by the Public School Capital
Outlay Council to $206.1 million.

Status of Senate Bill 218 Projects (See Attachment B)

e Significant difference between House and Senate versions of SB 218 was funding for
road repairs and how funds were reallocated. In collaboration with the executive
representative, the major Senate changes reduced road funds and reallocated funds to
complete critical statewide projects: water and wastewater treatment ($7 million),
incomplete capital projects ($11 million), and for economic development projects ($8
million. The House Taxation & Revenue Committee made minor changes, but the House
Appropriations & Finance Committee struck most Senate and House amendments,
bringing the bill to nearly the introduced version.

e Delaying shovel-ready projects could become costly. Current market conditions and the
competition for work have driven down labor costs and profit margins, but difficult to
predict how long this trend will continue.

e While funding for a majority of projects recommended in Senate Bill 218 may have to
wait until 2012, LFC staff remains concerned about projects with partial funding
impacting patient housing, potential loss of federal funds, and the depletion of fund
balances for emergency repairs of state-owned facilities statewide. To name a few, the
most critical include the following:



> Veterans’ Home (VH) Alzheimer and skilled nursing unit. The additional bed
capacity will address increased population of veterans statewide with Alzheimer’s
and dementia.

Estimated total project cost: $30.5 million
Available state funds: $ 8.3 million
Federal match (65% of cost): $15.6 million
SB 218 funds for completion: $ 6.5 million

Note: According to VH administrator, the federal grant was awarded March 7, 2011
for the current federal fiscal year; final verification to the federal Veterans’
Administration is needed by July 2011; construction required to start within 180 days
from date of signing paperwork. Delay could mean dropping to the bottom of the
federal priority list if state match is not met.

» Department of Military Affairs Farmington Armory Readiness Center. The
expansion is needed to support training of Military Police Battalion.

Total project cost: $11.6 million
Available state funds: $ 1.5 million
Federal match funds: $ 8.5 million
SB 218 funds for completion: $ 1.6 million

Note: According to DMA, if state funds are not available before end of federal FY11
or September 30, 2011, the state will lose the federal match.

» New Mexico Environment Department Wastewater Construction Loan Fund
Program. The $2 million state match in SB 218 is expected to generate $8 million in
the current federal fiscal year ending October 30, 2011.

Note: To date, NMED has not heard anything definitively from federal
Environmental Protection Agency. Federal amount state match could generate in the
next federal allocation cycle is unknown at this time.

Human Services Department Integrated Service Delivery eligibility system (ISDR2).
The current system, implemented in 1986, determines eligibility for benefits valued at
over $3.3 billion per year through over 40 categories of assistance. The current system
does not have the capability to comply with Health Care Reform (HCR) requirements;
ability to meet HCR compliance mandated by the Governor and federal government;
failure to meet HCR requirements could impact delivery of health care for over 600,000
recipients; and the antiquated system risks catastrophic system failure and could
potentially impact benefit delivery for over 800,000 eligible individuals.



Current system determines eligibility for: Medicaid programs, Temporary Assistance to
Needy Families (TANF), New Mexico Works (NMW), Supplemental Nutrition
Assistance Program (SNAP), State Funded Cash Assistance, Low Income Home Energy
Assistance Program (LIHEAP), and Refugee Cash Assistance Program (RCA).

Estimated total project cost: $75.0 million
Auvailable state and federal funds: $37.0 million
Federal match funds: $ 3.8 million

State funds needed ($38 million): ~ $13.0 million annually over 3 years

Note: New federal government rule offers 90/10 funding for the Medicaid portion of the
ISD2R project. If HSD application is approved, agency may receive a higher federal
match rate totaling $5.5M.

Meadows at NM Behavioral Health Institute. To continue phase II of long-term care
nursing facility (36-bed capacity) and prevent delay in moving patients.

Total project cost: $8.9 million
Available cigarette tax revenues: $3.7 million
State funds needed for shortfall: $5.2 million

Note: On June 15, 2011, NMFA staff member indicated a revenue update may generate
an additional $2 million for the Meadows project. NMFA will provide new data by end
of FY11.

Loss of 315 million for the Aamodt, Taos, and Navajo water rights settlement delays
the state’s effort to accumulate the $130.5 million state match toward the federal match
totaling over $1 billion required by 2017.

No funding to address completion of projects, major infrastructure projects at facilities
within the jurisdiction of Property Control Division, and other enterprise entities such
as Department of Cultural Affairs, State Fair, and other state agencies may create
public health and safety issues for patients, clients, and the general public.

Capital Qutlay Process Improvements in Previous Years

On April 10, 2003, (House Executive Message No. 109) the governor expressed concern
regarding several aspects of the capital outlay process, including: lack of planning,
method for establishing priorities, number of projects proposed for funding, and
amortization of small projects over a 10-year period.

On May 23, 2003, governor established Governor’s Finance Council (Executive Order
No. 2003-017) for the purpose of formulating a comprehensive infrastructure
improvement program and advising the governor on ways of managing the Executive role
in the capital outlay process. In summary, the objective of the proposed capital reform
included:

» To use bonding capacity to its fullest extent by planning for projects;
> To assure projects meet the anti-donation provisions of the state constitution;



To assure grantees will accept responsibility for operating and maintaining
projects;

To provide legislators and the executive with tools to evaluate and prioritize
projects;

To develop appropriate and politically reasonable capital outlay standards;
and

To provide for centralized, consistent and sound project administration such
as tracking, accountability and timely reversions of the funds.

vV V V VYV

On July 14, 2003, LFC Strategic Planning Subcommittee and the Governor’s
Subcommittee for Capital Reform met to discuss the need for developing standards for
legislative projects and possible options for capital outlay reform. Secretary of DFA
prefaced the meeting by stating it was the Executive’s intention to work with the
legislature in a cooperative manner to improve the capital outlay process and stated the
Executive’s willingness to commit resources toward improving the process.

While not legislatively mandated, in collaboration with legislative leadership, the
Department of Finance & Administration, the Legislative Council, the Legislative
Finance Committee, and state agencies, the following areas have significantly improved

the process:

v' Major improvements to the Capital Outlay Monitoring System for more accurate
accounting of appropriations and unexpended funds;

v" Streamlining internal process for capital budgets, account maintenance fund, and
financial control systems;

v" Working with agencies on submittal of five-year infrastructure plan to assist in
identifying state assets and priorities;

v' Adoption of criteria by LFC and approved by the Legislature for prioritizing
funding of state-owned facilities, including criteria for projects funded from
general obligation bond capacity;

v" Quarterly reporting for all outstanding projects (including by sponsor);

v" Tracking projects with a value of $1 million or greater;

v' Monthly updates for projects authorized for larger departments, i.e., Property
Control Division, Department of Health, Corrections Department, Department of
Public Safety, and Children, Youth & Family Department;

v" Established a $50.0 thousand minimum level for funding projects with Severance
Tax and General Obligation Bonds;

v" Encouraged non-recurring general funds, when available, for projects with a life
cycle of less than ten years (e.g. vehicles, furniture, equipment, etc.);

v" A decreased number of projects funded not meeting the anti-donation clause;

v" Reduced number of reauthorizations; and

v" Greater communication among state agencies administering capital funds.



There are 2 scenarios for FY12 capacity.

Scenario 1: Additional capacity spread evenly over 10 years

ATTACHMENT A

LFC Estimate FY10 FY11 FY12 FY13
Senior Long-Term Issuance $149.6 $0.0 $205.9 $205.9
Senior Sponge Issuance $178.6 $27.3 $70.5 $84.4
Senior STB Capacity $328.2 $27.3 $276.4 $290.3
Authorized Unissued ($0.8) $0.0 $0.0
Water Project Fund (326.5) ($27.6) ($29.0)
Tribal Infrastructure Fund ($13.8) (814.5)
Colonias Infrastructure Project Fund ($13.8) (814.5)
Net Senior STB Capacity $328.2 $0.0 $221.1 $232.3
Supplemental Long-Term

Issuance $112.9 $0.0 $0.0 $0.0
Supplemental Sponge Issuance $97.0 $206.1 $144.8 $168.0
Supplemental STB Capacity $209.9 $206.1 $144.8 $168.0
Total STB Capacity $538.1 $206.1 $365.9 $400.2

Scenario 2: Double up issuance in FY12

LFC Estimate FY10 FY11 FY12 FY13
Senior Long-Term Issuance $149.6 $0.0 $361.0 $180.5
Senior Sponge Issuance $178.6 $27.3 $70.5 $81.7
Senior STB Capacity $328.2 $27.3 $431.5 $262.2
Authorized Unissued (30.8) $0.0 $0.0
Water Project Fund ($26.5) ($43.1) ($26.2)
Tribal Infrastructure Fund ($21.6) ($13.1)
Colonias Infrastructure Project Fund ($21.6) ($13.1)
Net Senior STB Capacity $328.2 $0.0 $345.2 $209.8
Supplemental Long-Term

Issuance $1129 $0.0 $0.0 $0.0
Supplemental Sponge Issuance $97.0 $206.1 $144.8 $168.0
Supplemental STB Capacity $209.9 $206.1 $144.8 $168.0
Total STB Capacity $538.1 $206.1 $490.0 $377.7
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